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October 24, 2006      

Mr. Edward F. Overton 
Director/Retirement Services 
San Jose City Police and Fire Department Retirement Plan 
1737 N First Street, Suite 580 
San Jose, CA 95112-4505 
 
Re: June 30, 2005 Actuarial Valuation Reconciliation – Including 2005 Police Member 

Benefit Improvement 

Dear Ed: 
 
On October 4, 2006, we provided you with the results of our reconciliation with Mercer’s 
June 30, 2005 actuarial valuation. That reconciliation did not include the impact of the 
December 2005 benefit improvement negotiated by the San Jose Police Officers Association. 
This letter expands on the October 4 results by including the cost of the Police Member 
improvement.  
 
Background and Discussions 
 
Based on the December 7, 2005 Memorandum of Agreement between the City and the Police 
Officers Association, we understand that the retirement benefit formula for Police members 
will be modified to the following for members who retire on or after July 1, 2006: 
 

 The benefit for service retirement equals 2.5% of Final Average Salary (FAS) for each year 
of service up to 20 plus 4.0% of FAS for each year of service exceeding 20, but in no case 
will the benefit exceed 90% of FAS. 

 
 The benefits for service and non-service connected disability retirements for members with 

less than 20 years of service will remain unchanged.  However, for members with over 20 
years of service, the benefit will increase to a level equal to that described above for 
service retirement.   
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 The continuance benefits payable under service retirement, service, and non-service 
connected disability retirements will also increase under certain circumstances for 
members with over 20 years of service. It is our understanding, after discussions with the 
System, that the cap of 42.5% of FAS that currently applies to the continuance benefit 
before the improvement remains unchanged; however, the increase in the benefit formula 
from 3.0% to 4.0% after 20 years will accelerate the accrual of the continuance toward this 
cap. So, the continuance benefit will increase if a member dies with more than 20, but less 
than 30 years.   

 
 It is also our understanding that the MOA anticipated that member contribution rates would 

increase effective July 1, 2006 to reflect this improvement, but that implementation date 
was not met. For that reason, we have included in our analysis the magnitude of the 
contribution shortfall that is accruing due to this delay and a discussion of how it might 
impact Police member rates. 

 
 Please note that this benefit improvement has no impact on the rates paid by the City and 

the Fire members on the non-Police benefits paid by the System. 
 
Actuarial Valuation Results  
 
The following table provides our valuation results for Police members only: 
 

Police Members Only Calculated as of June 30, 2005 ($000s) 
Change in Actuarial Accrued Liability $36,543 
Change in Actuarial Value of Assets $0 
Change in Unfunded Actuarial Accrued 
Liability (UAAL) $36,543 
Increase in Employer UAAL Rate  
(% of Payroll*) 

2.25% 

Increase in Employer Normal Cost  
(% of Payroll*) 

1.04% 

Increase in Total Employer Rate 
(% of Payroll*)  

3.29% 

  

Increase in Employee UAAL Rate  
(% of Payroll*) 

0.00%** 

Increase Employee Normal Cost  
(% of Payroll*) 

0.39%** 

Increase in Total Employee Rate 
(% of Payroll*) 

0.39%** 

*  Estimated payroll for plan years 2005-2006 and 2006-2007 are $138,683 and $144,230, respectively. 
** See discussions below on how delayed adoption of the member contribution rate may impact these rates.  
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In our October 4, 2006 letter, we provided the results of our reconciliation of the member and 
City contributions rates before including the above Police member benefit improvement. Since 
the results of that reconciliation do not differ significantly from those adopted by the Board for 
the June 30, 2005 valuation1, we propose that the above rate increase be added to those rates 
already adopted by the Board for the June 30, 2005 valuation. Any differences in rates as a 
result of the reconciliation will be adjusted at the time of the next actuarial valuation. 
 
Impact of Delaying Contribution Rate Increase 
 
As mentioned previously in this letter, the MOA anticipated that the increased member 
contribution rates would become effective on July 1, 2006. Since that did not occur, there is a 
contribution shortfall of 0.39% of payroll that is accruing each month. We estimate that this 
amounts to approximately $47,000 per month assuming a monthly Police payroll of 
$12,019,000 ($144,230,000 divided by 12). If this amount is to be collected from members, it 
will be necessary temporarily to further increase the member contribution rate until the 
shortfall is collected. The amount of the temporary increase depends upon: 

 The length of time after July 1, 2006 until the increased contribution becomes effective;  

and 

 The period of time over which the shortfall is to be collected. 
 
We can quickly provide you the amount of the temporary increase once we receive information 
as to what we should assume regarding these two parameters. 
 
Assumptions Used in the Analysis 
 
In general, the assumptions used in this analysis are identical to those used in our October 4, 
2006 reconciliation; however, there are three items worthy of discussion: 
 
UAAL Amortization Period – Earlier this year, the Board decided to amortize the increase in 
Plan’s Unfunded Actuarial Accrued Liability (UAAL) due to the June 30, 2005 experience 
study and the 2004-2006 actuarial experience over a period of 16 years.  After discussions with 
the System, we have used this same UAAL amortization period in our analysis.  We believe 
the 16 year period is reasonable for this type of benefit improvement. 
 
Negotiated Salary Increases – The December 2005 POA negotiations will result in wage 
increases of 1.5% in July 2005, 5.7% in July 2006, and 5.7% in July 2007. These increases 
differ from the long-term salary increase assumptions used in the June 30, 2005 actuarial 
valuation. We have followed the Board’s past practice of not reflecting specific negotiated 
salary increases in the actuarial valuation until after they have been implemented and reflected 
                                                      
1 We understand that the rates adopted by the Board for the June 30, 2005 valuation were based on the Mercer 

report dated March 28, 2006. Mercer had revised their rates in their letter dated June 29, 2006 but the revised 
rates were not adopted by the Board.  Our comment above with respect to the reconciliation results is with 
respect to the rates provided in the March 28, 2006 report. 
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in the demographic data reported by the Retirement System. This may result in some 
salary-related actuarial gains or losses over the next three years. 
 
Service Retirement Rates – Mercer revised the Plan’s service retirement rates as part of the 
June 30, 2005 experience study. These revised assumptions were used in both Mercer’s 
June 30, 2005 actuarial valuation and the analysis of the Police member improvement. Even 
though some Police members may be able to retire a little earlier with the same retirement 
income after the improvement, there will also be some Police members who may decide to stay 
on so that they can accrue benefits at the 4.0% rate and/or receive the maximum 90% FAS 
benefit. Based on our observation that the average number of years of service for service 
retirees from Police members is about 29 years, we have assumed that the current retirement 
rates will be unaffected by the benefit improvement. We will monitor the retirement pattern 
and make changes, if necessary, in the next experience study. 

If you have any questions, please let us know. 

Sincerely, 
 

 

 

Paul Angelo, FSA, EA, MAAA  Andy Yeung, ASA, EA, MAAA 
Senior Vice President & Actuary  Associate Actuary 

AYY/dvb 


